Introduction
Divergence in interests between shareholders and management has been heavily investigated in the managerial and financial literature. In a corporate governance context, scholars have proposed various internal and external mechanisms to align the shareholders' objectives with those of the managers. By representing the interests of the shareholders, the board of directors is argued to be an important instrument that helps in governing the CEO"s decisions (Dalton, Daily, Johnson and Ellstrand, 1999; Monks and Minow 1995; Yermack 1996) . This is more likely to happen as the board of directors is responsible for certain activities, such as hiring, firing, compensating and monitoring the CEO. Additional responsibilities include providing the CEO with needed advice, as well as helping the organization to access more external resources (Johnson, Daily and Ellstrand, 1996) .
As a result, to enhance the board of directors" effectiveness, much of existing research in corporate governance has examined its main "usual suspects" (Huse, 2005) . Examples of these "usual suspects" include board size (e.g., Coles, Daniel and Naveen, 2008; Lehn, Sukesh and Zhao, 2003; Raheja, 2005; Yermack, 1996) , leadership structure (e.g., Boyd, 1995; Brickley, Coles and Jarrell, 1997; Elsayed, 2007 Elsayed, & 2009a , composition (e.g., Dalton, Daily, Ellstrand and Johnson, 1998; Kiel and Nicholson, 2003) , and accountability (e.g., Aguilera, 2005; Huse, 2005) , and compensation (Holthausen and Larcker, 1993) . In exploring the key aspects of the board of directors, scholars have applied various substitutions theoretical perspectives, such as agency theory, stewardship theory, stakeholder theory, managerial
Governance mechanisms are tools owners use to align agents" interests with their own as well as to allow for greater oversight and control. These mechanisms are used to ensure that agents act in the best interest of their principals (Hill and Jones, 2004) .
The literature relating to company boards of directors identifies two main categories of control mechanisms, internal and external. Fama (1980) and Fama and Jensen (1983) suggest that agency problems can be resolved by creating a more disperse company ownership structure. Walsh and Seward (1990) found that the board has a crucial role as an internal control mechanism.
Institutional context influences the relative importance of internal and external control mechanisms.
Governance mechanisms have significant structural differences in different economic contexts due to divergent traditions and cultures. Take, for example, the duality of CEO versus chairman of the board and the executive majority versus non-executive management.
Do shareholder voting rights have an impact on internal control mechanisms? Do sector of activity and firm size have different effects on these mechanisms? To what degree do the contexts of a developing and developed economy influence the relationship between voting rights and internal control mechanisms? It is believed that board composition (Daily and Dalton, 2003) and the separation of functions (Bhagat and Black, 1999) contribute to assuring owner control over management and «good governance» Fama and Jensen, 1983; Eisenhardt, 1989) . Firms with poor corporate governance are incapable of developing or maintaining strategies that increase company value and create value for shareholders (Adjaoud et al., 2007) .
Traditionally, the literature distinguishes the Anglo-American model of corporate governance, based on shareholders, and the European Continental and Japanese model, encompassing a larger number of entities (the stakeholders) among which are the shareholders. These models are also known respectively as the outsider and insider models (Aguilera and Jackson, 2003) .
Regarding the prevalence of models, different positions and evolutions can be observed. Lane (2003) identified changes in the model in force in German companies, with a convergence towards the Anglo-American model, whereas Armour et al. (2003) observed increased pressure on corporate governance systems to consider the interests of stakeholders other than shareholders.
Despite the substantial increase in interest and studies related to improving corporate governance and CEO performance, recent decades continue to witness a serious turmoil in these areas. Corporate boards have tried various incentives to align the interests of shareholders and management. The failure of many of these incentives to prevent disasters that have devastated prominent financial institutions and others in the first decade of the 21 st century and in previous decades is blamed on a variety of reasons. The reasons often mentioned include improper monitoring of management"s misconduct regarding erroneous and excessive focus on stock options with short-term perspectives. While having merit, many of those explanations still leave unexplained questions as to why the incentives work in some firms and not in others. One of the contributions of this paper is that it demonstrates, both in the theory and in empirical findings, that the dynamics of management"s concerns keep shifting as the manager"s tenure in the firm is changing. This is further complicated by dynamic exogenous uncertainties that shift over time. Thus, many theoretical models, including the one presented, even when they are supported by empirical various findings, work only partially in the real world due to its shifting dynamic and constantly changing multi-layers that produce suboptimal constraintoptimization solutions. These conclusions support the findings of several studies regarding the relation between the CEO"s tenure or age and the firm"s performance. Moreover, this paper adds some additional important insights and discussions that can improve our understanding of previous studies" results and remaining challenges. As is indicated in this paper, we need to acknowledge the tenure "multilayered" complexity in our search for management incentive contracts and to continuously keep in mind the possibility of different outcomes that may occur due to the constrained multi-layered exogenous factors impacting the effectiveness of management incentives and corporate governance results.
To demonstrate these contingencies and considerations, this paper presents a dynamic threeperiod agency model that demonstrates how and why the agent's attitude toward risk changes along his/her career life cycle in the firm. Specifically, the model suggests that in the early stages of a CEO's tenure or the tenure of other senior executives, the CEO may be more subject to termination risk (being "on probation") and may not have had time to develop strong support among the firm"s board of directors. The CEO needs to produce strong results to secure board support and contract longevity. To do so, however, involves taking business risks that can actually bring about the CEO"s termination unless it produces results to the board"s satisfaction. However, the model also suggests that if the CEO has survived "probation" and has an opportunity to serve longer, thus obtaining additional support from board members and feeling more secure in longevity prospects at the firm"s helm, (or alternatively has gained more experience and familiarity with the firm"s challenges), this CEO will become more confident and more risk averse as he/she reaches the end of his/her contract. Alternatively, having gained experience, knowledge, and consistent support, this CEO becomes more capable of improving the firm"s performance, which exposes it to less risk. Therefore, the risk in the pursuit of growth and earnings volatility is more likely to occur in the early stages of the agent's employment in the firm. However, these two different scenarios have different implications for the golden parachutes and stock option contracts. The CEO has survived the "probation" of Period 1 and managed to build additional support from the board, which can allow the CEO to be paid more even if his/her performance diminishes in Period 3, which in the second scenario simultaneously improves performance and gets further support from the board. The implications, however, are different in each scenario. These two varying scenarios also have different consequences for the firm"s performance in the period after the CEO"s departure (retirement or severance), namely in Period 3. A firm that wishes to maintain growth in the periods immediately preceding and following the agent's retirement could devise the agent's contract in such a way as to ensure that this individual will also share in the results of his/her labor during the period subsequent to his/her employment termination. Some recent empirical evidence from firms experimenting with such contingent contracts is still inconclusive.
The paper proceeds as follows. Section 2 of the paper discusses some of the pertinent literature. Section 3 presents the motivation and the details of empirical tests relating age, tenure, compensation, and firm performance. The test results demonstrate that the theory generally supported by the empirical evidence is still not fully conclusive, and hence is not always consistent with exogenous contingencies. This may explain why so much turmoil exists in corporate governance and in the literature that studies this area. The summary discussion of the results and their implications is presented in the Summary Section 4.
Literature Reviews
Numerous studies have examined ways to align the interests of agents with those of the principals. define the relation between agents and principals as an agency problem attributed to both parties acting rationally and maximizing their own self-interests. Many studies have followed in finance and economics, as well as in other disciplines (Lane, Cannela, and Lubatkin, 1998 ; Mueller and Lawrence, 1997; Veliyath, 1999; Mishra, Heide, and Cort, 1998; Barkema and Gomez-Mejia, 1998). Barkema and Gomez-Mejia (1998) report that they find over 300 studies related to various aspects of the principal-agent relationship. There are also some studies seeking to explore the relationship between the board and CEO compensation. Hermalin (2005) argues that the trend of more outside directors sitting on a board is accompanied by higher CEO compensation. Many studies search for the best mechanism to motivate the manager to act in the best interests of the principal. Some of those particularly relevant to this paper are summarized in the next paragraph.
Brookman and Thistle (2009) examine the determinants and effect on a firm"s value of the CEO"s risk of termination. Using survival analysis, they find that the risk of termination increases for about thirteen years before decreasing slightly with CEO tenure; 82% of CEOs have tenure of less than thirteen years. Likewise, in this current study, we also find that tenure increases with performance and compensation and decreases with monitoring by the board, and changes in the risk of termination do not have a significant effect on firm value. Chhaochharia, and Grinstein (2008) find a significant decrease in CEO compensation upon compliance with the board"s requirements.
The significant decrease in compensation is due to a decrease in the option-based portion of the compensation. They conclude that board structure is a significant determinant of the size and structure of CEO compensation. Coles, McWilliams, Victoria and Nilanjan (2001) find that while some of the traditional agency variables do impact performance, both individually and as interactions, industry performance is a strong and significant driver of performance for their sample of firms. Nourayi and Mintz (2008) compare the influence of firms' performances on CEOs' cash and total compensation based on the length of tenure. They also examine pay-performance relationships for new CEOs versus those serving their last years in such positions. They find that firm size appears to be a significant explanatory variable for CEOs' cash and total compensation regardless of CEOs" tenure and measure of performance. Additionally, firms' performance is a significant determinant of cash compensation for CEOs during the first three years of their work as CEOs and not significant for those with 15 years or more as the company's CEO. Both market-based and accounting-based performance measures are negatively correlated with CEOs' total compensation regardless of length of experience. Rose and Shepard (2007) find substantial compensation premia for managers of diversified firms. The CEO of a firm with two distinct lines of business averages 10 to 12 percent more in salary and bonuses and 13 to 17 percent more in total compensation than the CEO of a similar-sized but undiversified firm, all else equal. This corresponds to average 1990 salary gains of $115,000 to $145,000 per year for the sample in this study. Diversification may raise pay because the CEO's job requires higher ability, or because it is associated with CEO entrenchment. They conclude that their data supports an ability model over an entrenchment explanation. They also find that the diversification premium is unaffected by tenure, and increasing diversification reduces compensation for incumbent CEOs, all else equal.
Other studies find that performance-related compensation contracts are the best solution to the agency problem. The asymmetry in information observable by the principal with regard to the agent's efforts and risk taking (both of which the agent may want to minimize) makes performance-based contracts necessary. For example, some incentive packages are designed to include stock and options, aiming to align CEOs" personal wealth with shareholders" wealth. Coles, Daniel, and Naveen (2006) find that there is a positive relationship between stock volatility and pay-for-performance sensitivity, providing some basis for the argument that a firm can tie CEOs" compensation to stock or stock options. Other studies find that commonly used performance contracts (e.g., stock options, tournament-based salary increase, golden parachutes, etc.) are not very effective in aligning the interests of shareholders and managers. Jensen (2005) has studied the issues raised by the CEO"s tendency to boost short-term stock prices with increased benefits from the options they are holding in their compensation packages. Kadan and Swinkels (2008) contend that bankruptcy risk is highly correlated with more use of stock in the compensation contract. These arguments are different from the very early literature reviews in that by including options in the compensation scheme, principals (shareholders) could align agents" activities with shareholders" interests and increase investment opportunities.
Several studies (Baghat, Carey, and Elson, 1999; Fosberg, 1999) point out that a frequent explanation for such misalignment is that in corporations where the CEO has effective control over the appointments to the Board of Directors, the CEO is likely to enjoy large benefits (e.g., salary, bonuses, and stock options) that are disproportionate to the firm's performance (Bhagat, They conclude that governance structure has more influence on the firm"s performance than the incentive-based compensation scheme when discretionary earning is removed. Effective monitoring or inclusion of an independent board could make pay-for-performance compensation more effective. They do agree that including stock options in the compensation package could have a negative impact causing agents to consume more discretionary accruals.
While studies like Anderlini and Felli (1998), Banks and Sundaram (1998) , and Veliyath (1999) explore the combinations of compensation packages that might succeed in aligning the principal"s and agent"s interests. Barkema and Gomez-Mejia (1998) suggest looking at new directions and theories altogether. They suggest following Jensen and Murphy's (1990) advice to integrate agency theory with other paradigms as alternatives to agency-based paradigms. The alternatives that Barkema and Gomez-Mejia (1998) suggest (e.g., marginal productivity theory, information processing theory, social compensation theory, and managerial discretion theory) are interesting, but they do not address many issues related to management compensation and alignment with principal-agent interest. Thus, these arguments are not sufficiently compelling to the point where one can fully accept them as theories capable of replacing Jensen and Meckling's (1976) agency theory.
Schleifer and Vishny (1989) suggest that the entrenched CEO seeks to avoid debt since creditors are likely to closely monitor the CEO's behavior; thus, his/her firms are likely to be less leveraged. They also argue that golden parachutes and contingent stock options (which are exercisable only upon the manager's departure) raise the difference between the firm's worth and its value under the next best replacement. Therefore, Schleifer and Vishny (1989) contend that managers entrench themselves by increasing the costs of replacing them. Douglas (2006) studies the conflicts between shareholders and bondholders that make managerial incentive compensation more complicated. He finds that in payfor-performance and investment opportunities, payfor-performance and leverage are negatively related consistent with the result of Schleifer and Vishny (1989) even though this is from a different perspective.
When reviewing the literature, it becomes apparent that there are many issues that are still unresolved despite all the studies that have been done. One of the questions lacking satisfactory explanation so far is "what is the theoretical basis for creating golden parachutes in the first place?" Studies like those of Banks and Sundaram (1998) argue that solutions like a golden parachute are needed as the agent has a short horizon. As such, a long horizon principal (or board) must overcome problems of moral hazard and adverse selection to retain the agent's services. Similarly, Agrawal and Knoeber (1998) find empirical evidence that managers facing takeovers receive higher compensation (e.g., salary, bonuses, and golden parachutes) due to reduced job security compared to those managers who have more job security. Yet, which theory would link the agent's career life cycle dynamics to golden parachutes in the first place? This is where the current paper makes its contribution. This paper provides a dynamic, simplified three-period model and demonstrates that in the second period, the agent, or CEO, who faces voluntary or involuntary termination in the third period will make less risky investments (relative to the optimal scenario for the principal).
Why is there such inconsistency in the compensation scheme and CEO"s performance when so many advanced elements such as stock options and debt covenant have been introduced into the incentive package? As yet, most of the aforementioned literature hasn"t recognized the role of the CEO"s tenure that might account for a large part of the explanation of the principal and agent model. The classical principal-agent models, such as the Hidden Action model, do achieve an equilibrium in which a certain compensation scheme subject to some constraints can induce somewhat expected agent action; however, these models have very weak predictability and are too complicated to be applied to reality. A very important and intuitively correct variable related to the time consistency issue, the CEO"s tenure is not added into the model. Due to the unique nature of the CEO"s position, this position in some industries might have a high turnover ratio; therefore, it is difficult to design a package to induce the agent to make continuous efforts (a package maximizes shareholders" wealth) for a very short period of time.
Consistent with the classic principal-agent models, this paper introduces a more advanced threeperiod model to study the effect of tenure in designing compensation structure. Theoretically, our model suggests that a better compensation scheme could be designed by making the incentive factors contingent on previous contributions to future growth deeper into ex post contract periods. Empirically, this paper finds that there is a significantly positive correlation between CEOs" tenure and their performance. M. M. Cornett et al. (2008) do include age and tenure in the empirical tests, but they don"t find age and tenure significant in explaining the firm"s performance. They couldn"t identify CEO horizon even if they had the data for age and tenure. This paper overcomes this limitation and makes the empirical tests more complete in the three-period continuous-time model providing a very detailed panel of the CEO horizon in the above empirical tests.
There is disagreement concerning the impact that a board of directors who is "friendly" to the CEO has on the firm's performance as compared to a firm whose board is independent and/or "unobligated" to its leader. It is sometimes implied, but not always clear, from previous studies that the CEO"s tenure (or age) may be driving a portion of the performance results. Yet some studies suggest that the length of tenure of the CEO is related to the "friendliness" of the board towards this CEO. This, in turn, may affect the leeway or freedom that the board grants the CEO in his/her pursuit of risk taking and subsequent performance. It is often very difficult to separate one factor from others that may be driving or affecting performance. However, given that boards have a dual role as advisors and monitors, management-friendly boards can be optimal as the CEOs face a trade-off in disclosing information to them: high quality advice and tougher monitoring by furnishing private information (Adams and Ferreira, 2007) .
Kadan and Swinkels (2008) argue that agents will be less responsive to stock prices at a higher level because agents will have diminishing marginal utility when the agents accumulate enough wealth. Therefore, it is necessary to find a compensation contract that can motivate CEOs consistently. My model is consistent with He (2008) whose paper recommends dynamic compensation scheme models that are time-continuous and argues that the role of firm size can be very significant in the principal-agent framework. Our paper continues the continuous-time principal-agent model study by exploring the factor of tenure in the CEO compensation scheme.
A contingent golden parachute is necessary in order to create the conditions of continuity that existed in the first period (when the agent took on more aggressive investments and efforts in order to secure employment into Period Two). This has implications regarding the controversy in the literature as to the effectiveness of golden parachutes. The golden parachute should be likened to the consequences of the agent's performance in the employment period prior to departure and to the measurable residual impact that the agent's prior actions had on outcomes after that departure. This would then extend the Period One conditions (where the agent's compensation in Period Two was affected by his/her performance in Period One) to the Period Three conditions (after termination) that are related to performance in Period Two.
However, this does not solve a persistent problem inherent in many such models. Namely, it is difficult for a theoretical compensation model to encompass all possible contingent externalities which may affect the final outcome. The purpose of the next two sections (theory in Section 3 and empirical tests in Section 4) is to demonstrate that we should be cognizant of the added compensation of each of them, but at the same time to avoid the assumption that an optimal, all encompassing solution is at hand. This, however, does not prevent us from continuing the effort to improve and modify solutions on an ongoing dynamic basis.
Empirical tests 3.a Motivation
As the survey of the literature shows (and that survey covers only part of the vast literature on the subject), much of the literature has investigated how CEO compensation plays a role in improving firm value or performance. However, only a few studies have looked at the CEO"s age and/or tenure at the helm of the firm and the firm"s performance. Their conclusions are either somewhat inconclusive regarding this relationship or conflict with each other regarding the relationship and its causes if any. The need to resolve this issue is a partial motivation for this paper. Another motivation is the desire to resolve another disagreement regarding the CEO"s tenure and its relation to total compensation and firm performance. For example, some studies argue that an entrenched CEO has more opportunities to make a friendly board raise his/her salary. Other studies argue that the board becomes friendlier towards a well performing CEO, hence the compensation package simply reflects a reward for good performance, and the friendliness of the board is just coincidental. Still, a question remains--does a longer tenure (regardless of its causes) indeed have a positive correlation to better firm performance and to the total compensation of the CEO? This paper tries to aid in resolving some of this controversy by demonstrating several possible explanations and suggests new directions for further research.
3.b Empirical tests and results
The sample data for our analysis is obtained from the ExecuComp database (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) . From the database, we extract only the data containing age information and then use it as our sample. Panel A and Panel B in Table 1 illustrate that the firm and compensation characteristics of the total sample (16, 639) are not significantly different from those of our sample (6, 321) . Thus, our results have implications that can also be relevant to firms that do not report information about the CEO's age. We find that the CEO's age is reasonable, regardless of how long the individual has been the CEO of that firm.
3.c. Methodology
The data are collected for every CEO EPSCHG is the year-to-year percentage change in EPS.  CEO_AGE is the CEO"s age in the year when the CEO takes that position.  CEO_Tenure is computed as the difference between the year at which the CEO assumes that position and the year in which the CEO steps down.  R&D expense represents all costs incurred relating to development of new products or services in millions of dollars.  SALARY and BONUS represent the dollar value of the base salary and a bonus (cash and noncash) in thousands of dollars earned by the CEO during the fiscal year.  Total_Compensation represents the total compensation comprised of salary and bonus. Total_Compensation1 is the total compensation for the individual year, comprised of salary, bonus, other annual compensation, the total value of restricted stock granted, total value of stock options (using Black-Scholes), long term incentive payouts, and all other compensation.
1 Total_Compensation2 is the total compensation for the individual year comprised of salary, bonus, other annual compensation, total value of restricted stock granted, net value of stock options exercised, and all other compensation. 
3.d. Results
In Table 1 , we see (Panel A) that although the entire sample is much larger (16,639 observations), this is the subsample that has "tenure" data in firm size and performance. We go to further analysis with a subsample that has the tenure data (321 observations. The mean average sales are rather similar in the subsample and the whole sample from which it is taken ($4.7 billion mean and $1.39 billion median in the tenure subsample compared to $3.93 billion mean and $1.07 billion median sales in the whole sample). In the assets categories, the median assets" size in the "tenure" subsample is $1.39 billion and $1.28 billion in the complete "whole" sample. In the age categories, the median age in the tenure subsamples is 63 years, which is higher than the median age of 58 years in the whole sample. Likewise, size (sales and assets) in both groups is rather similar, but in the subsample with information about CEO"s, the average age is about 5 years older than the whole sample. Table 2 indicates that the CEO"s tenure increases, as do the salary and the total compensation.
Yet, interestingly, the firm performance also improves, as demonstrated by the EPS and growth rate of EPS and sales. Not surprisingly, the firm"s tendency to grow in asset size increases as well. But these improvements diminish when the CEO"s tenure is 10 years or more. The relative ratio of non-salary component to total compensation also demonstrated an increase as the CEO"s tenure grows. Finally, EPS that is worse (a mean 0.12, a median 0.63, and a negative growth rate of EPS in Panel A) for "beginner" CEOs at the firm was reported for the group, as the CEO"s tenure in the firm is less than 3 years, as shown in Table 1 . Table 1 here Table 2 reports that the median (mean) age of the CEO if the CEO's tenure is less than three years is 60.00 (59.44), the median (mean) age of the CEO if the CEO's tenure is between three and five years is 59.00 (60.48), the median (mean) age of the CEO if the CEO's tenure is between five and ten years is 61.00 (60.62) , and the median (mean) age of the CEO if the CEO's tenure is greater than ten years is 65.00 (64.41) . However, we find considerable differences in various parameters when we differentiate the sample into four groups. Group One with the CEO serving three years or less, Group Two with the CEO serving over three years and less than five years, Group Three with the CEO serving five to ten years, and Group Four with the CEO serving over ten years. Table 2 here We see that the earnings and sales of the firms with short serving CEOs (Group One) have actually been falling relative to those firms belonging to other groups. The first three columns in Table 3 demonstrate the comparison between Groups One, Two, and Three. The differences in the sales and EPS are negatively significant, whereas in Groups Three and Four (with longer serving CEO's), the earnings, assets, and sales are growing more impressively. In Group Two, the result is less deterministic.
Insert

The differences are also noticeable with respect to CEO compensation (salary and non-salary components) with the CEO's compensation in the early stage in that position much more dependent on performance incentives. Those with longer tenure with the firm find their salary component and overall compensation increasing relative to those individuals with briefer tenure, although the distinction was not uniform. Table 3 demonstrates these points further.
Insert Table 3 here
The findings presented in Tables 1 through 3 suggest that early in his/her career as the firm's CEO, the executive is still on probation, and his/her employment is likely to be terminated if the firm's performance is weak. Hence, this CEO has not had enough time to build a "friendlier" board that would be more willing to make his/her pay more secure in terms of salary. However, if the CEO has managed to prove himself/herself with better performing earnings and sales growth, his/her tenure will become longer and the additional ability to earn the confidence and support of the board for higher pay and other "nonprobationary" components of his/her total package improves. Thus, it is possible that the finding from previous studies that the board that are friendlier to the CEO is more common in firms with stronger performance does actually suggest the reason is that this CEO has served longer by passing the preliminary "probation." Hence, the CEO has proved his/her already and earned shareholders' trust, gaining more ability to change the compositions of the board in his/her favor. It is not clear, however, from our results thus far, whether there is an optimal tenure threshold or benchmark beyond which the CEO gets too complacent and if the firm's performance suffers behind such a tenure length threshold for CEOs who serve very long terms. It is also not clear if the CEO has served in a similar position elsewhere prior to coming to the firm. Does prior overall experience of the CEO play a role, or is it only their tenure at this firm that is relevant? As yet, we have not tested for this effect.
The results so far show that the performance of the firm is related to many factors, among which are also the tenure of the CEO at the helm of the firm and the CEO"s compensation. These relations have been used in the past as a justification for the Board of Directors to draft compensation contracts that are sometimes criticized elsewhere as being too generous or as being unjustified, given the subsequent performance of the firm. Hence, the following Tables 4 through 7 evaluate the specific relationships between compensation and firm performance where the latter is approximated by the percentage change in the Earnings Per Share (CHANG_EPS) and by percentage growth of the firm"s assets. There are many other possible measures of firm performance (many of which were included in Tables 1 through 3 earlier), but for space economy reasons the following tests are focused on those two performance measures that were selected here. However, the tests are also stratified by subsamples that take into account the CEO"s tenure already served at the helm of the firm (Tables 4 through 6) in order to see if there are any significant differences in concurrent as well as in future performance of the firm in tests that have more "seasoned" versus less "seasoned" CEOs at the helm of the firm. The motivation for this particular testing methodology is to see if a CEO who has had more time to develop longer experience with leading this specific firm and to develop confidence and familiarity with and from the Board, has exhibited any stronger (weaker) relationship between his/her compensation and the performance of the firm. The tests are repeated again for the whole database without stratifying by the "tenure service time" factor in Table 7 .
Insert Tables 4 through 7 here
The results which are presented in Tables 4  through 7 are interesting since they show that the total compensation or the change in compensation has no real significant impact on EPS performance of new CEOs (occasionally even a negative later effect), but the TOPT COM or TCC_PCT has a positive relation on concurrent EPS for firms with CEO serving between 5-10 years and more than 10 years, but one year later the concurrent TOT COM has already a negative effect on the future EPSCHG and no effect is evident for the change in TOT COM in producing stronger EPS one or two years later in any of the tenure categories.
It is also interesting that the results for the effect of compensation (in absolute level and the change in TOT COM on the growth in the firm"s assets) is positive only for concurrent year assets growth in the firms where the CEO has tenure of more than 5 years but not in the subsequent years. In fact, it remains flat in one year and declines in two years for firms with CEO tenure longer than 10 years. Moreover, in no case is there a significant r-square for any of the compensation size or for any of the percentage Change in total CEO Compensation in any of the groups for any positive impact of the percentage change in the firm"s performance as measured either by the change in the EPS (concurrent or 1 or 2 years later) or for predicting the growth rate of the firm"s assets. Although the latter is positively linked to the concurrent compensation or to the concurrent change in assets and in EPS growth rate, this is true for the class with longer serving CEO"s, and in no class is the r-square statistically significant for any of the compensation categories.
Conclusions and summary
As discussed in the literature review, some previous studies suggest that in a firm whose management faces retirement or in which the agent"s incentive system is fixed and terminates at the end of employment, stagnation and decline may be predicted. Some studies suggest that there are potential problems in a solution that offers the manager stock options that can be easily exercised during a stock market bubble. This can motivate the manager to take short-term actions to boost the stock price enabling them to make a quick gain from these options. The model presented in this paper offers a better solution. Golden parachutes and incentives that are contingent upon previous contributions to future growth that continue for some time after termination of employment may encourage the agent to invest efforts and maintain growth even when it approaches his/her contract"s termination.
The empirical results only partially support the theory that underpins many of the compensation and corporate governance packages in today"s corporate world. The empirical results suggest that there is an improvement in firm performance when the compensation package and CEO Service have a longer horizon, supporting the findings from the earlier studies that it is better to have an incentive scheme contingent on future returns. The empirical findings also confirm that CEOs who have passed the "early probation" test of time and skills and gained time to develop experience leading the firm and its business and time for developing a "friendly" relationship with the board, have a stronger relationship between compensation and firm performance. Future studies can contribute by testing explicitly which of the CEO experience factors including experience outside the firm as well as experience in non-CEO position in the firm are more important for performance and whether those factors were also related to ability to build a friendly relationship with the board. Those are interesting questions but exceed the scope of this paper. However, the empirical results also demonstrate that the reality is not strongly "clear-cut," and the statistical significance between CEO compensation and firm performance is fairly low. Thus, there is a justification for questioning the effectiveness of many existing compensation packages and the levels of CEO compensations (in total as may be also in the composition of the compensation package as a whole), given its inconclusive demonstrated effectiveness. The strong public reactions in early 2010 to the bonuses and compensation packages by many financial institutions while they were still recovering from the massive financial crisis (see Fortune Magazine, January 18,2010) will undoubtedly inspire more future studies on more effective metrics to link CEO performance and their compensation. Some of the metrics described in this paper may eventually become part of future new measures of Economic Value Added (EVA), but further studies are needed to evaluate their effectiveness under different circumstances from those of the past, as firms and their executives learn from past mistakes and set the stage for new ones. that firms encounter. There are likely to remain ambiguities that sometimes complicate the implications and suggestions for better connections between compensation and CEO performance. Hopefully, the empirical findings that are presented here as well as the tests can lead to further studies that would address them and benefit from the current study. OIBDCHG is the year-to-year percentage change in OIBD. EPS represents the earnings per share excluding extraordinary items and discontinued operation in dollars and cents. EPS is the year-to-year percentage change in EPS. CEO_AGE is the CEO"s age in the year when the CEO acquires the position. CEO_tenure is computed as the difference between the year at which the CEO acquired the position and the year at which the CEO steps down. R&D expense represents all costs incurred relating to development of new products or services in millions of dollars. SALARY and BONUS represents the dollar value of the base salary and a bonus (cash and non-cash) in thousands of dollars earned by the CEO during the fiscal year. Total_Compensation represents their total compensation comprised of salary and bonus. Total_Compensation1 is the total compensation for the individual year comprised of salary, bonus, other annual compensation, total value of restricted stock granted, total value of stock options (using Black-Scholes), long term incentive payouts, and all other compensation. Total_Compensation2 is the total compensation for the individual year comprised of salary, bonus, other annual compensation, total value of restricted stock granted, net value of stock options exercised, long term incentive payouts and all other compensation. Number_Option_Grants represents the aggregate number of stock options/stock appreciation rights granted in thousands. Value_Option_Grants represents the aggregate value of stock options granted to the CEO during the year as valued using S&P"s Black-Scholes methodology in thousands of dollars. SHROWN represents the aggregate number of shares held by the CEO excluding stock options in thousands. SAL_PCT is the year-to-year percentage change in salary. SHROWNPC represents the percentage of the company"s shares owned by the CEO. RD_RATIO is defined as R&D expense over total expense where total expense is computed as the difference between Net Sales (Item 12 in COMPUSTAT) and Operating Income before Depreciation (Item 13 in COMPUSTAT). RD_RATIO1 is defined as R&D Expense over total revenue. RD_RATIO2 is defined as R&D Expense over Earnings before Interest and Taxes The table reports results of t-tests of firm and CEO compensation variables by CEO tenure. The first column displays the mean difference of the variables between the CEO tenure of less than three years and the CEO tenure from three to five years. The second column indicates the mean difference of the variables concerning the CEO tenure of less than three years and the CEO tenure between five and ten years. The third column reports the mean difference of the variables relating to the CEO tenure of less than three years and the CEO tenure greater than ten years. The fourth column represents the mean difference of the variables concerning the CEO tenure between three and five years and the CEO tenure from five to ten years. The fifth column displays the mean difference of the variables from the CEO tenure of less than three years and the CEO tenure greater than ten years. The last column reports the mean difference of the variables concerning the CEO tenure between five and ten years and the CEO tenure greater than ten years. t-statistics appear in parentheses. The first column displays the concurrent effect of total compensation, total compensation change or tenure on changes in assets. The second column displays the effect of total compensation, total compensation change or tenure on changes in assets one year later. The third column displays the effect of total compensation, total compensation change or tenure on changes in assets two years later. ASSETCHG is the year-to-year percentage change in assets. Total_Compensation represents CEOs" total compensation comprised of salary and bonus. TCC_PCT is the year-to-year percentage change in total compensation. STAY_YEAR is the CEO"s tenure. T-statistics are reported in the parentheses. * and ** denote significance at the 5% and 1% levels, respectively. In Panel A, the first column displays the concurrent effect of total compensation and total compensation change on changes in earnings per share. The second column displays the effect of total compensation and total compensation change on changes in earnings per share one year later. The third column displays the effect of total compensation and total compensation change on changes in earnings per share two years later. In Panel B, the first column displays the concurrent effect of total compensation, total compensation change on changes in assets. The second column displays the effect of total compensation and total compensation change on changes in assets one year later. The third column displays the effect of total compensation and total compensation change on changes in assets two years later. EPSCHG is the year-to-year percentage change in EPS. ASSETCHG is the year-to-year percentage change in assets. Total_Compensation represents CEOs" total compensation comprised of salary and bonus. TCC_PCT is the year-to-year percentage change in total compensation. Tstatistics are reported in the parentheses. *, **, and ***denote significance at the 10%, 5% and 1% levels, respectively. 
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Abstract
Cost information can be considered an important tool to benchmarking, planning and control, improving the management of expenditures, mainly in a public institution that are known by having scarce resources. This study was carried out to investigate different modes of governance within Brazilian and British hospitals and the usefulness of cost information in terms of managerial plannig and control. The research was conducted by cross cultural analysis, using several statistical methods for measuring organisation characteristics, seeking to gain a deeper understanding of the profile of both hospitals and respondents. This study showed the dominance of hierarchy and clan as being the most relevant modes of governance in Brazilian and British hospitals. This discussion is relevant considering the congruence level of goals and the ambiguity level of performance measurement. Also, it defines which form of governance is more predominant. The exploratory and quantitative survey methods were used to test the research questions. After conducting a survey using a structured questionnaire, semi-structured interviews with middle managers at chosen case study hospitals were undertaken. In the cases analyzed, it was possible to identify a significant difference between the use of cost information in hospitals, allowing inferences between different modes of governance. The lack of studies about the use of cost information in planning and control regarding public hospitals impedes any other comparison or assessment considering empirical data. One of the objectives of this paper was to generate initial material for future researchers. Besides, the knowledge about the current scenario of the usefulness of cost information mainly in planning and control is relevant when associated with modes of governance. 
Introduction
The healthcare system decentralization has been enthusiastically embraced by many health reformers as a goal in itself, a concern to achieve the major goals of health reform, such as improved equity of access and coverage, gains in efficiency in the use of resources, improved quality, and sustained financial soundness (Collins et al., 2000) . Specifically, due to being large and diversified organisations, hospitals management should be decentralised as well to achieve some kind of goal. Also, the circumstances have favoured the increase of non-programmed decision-making and problem solving in planning and control. It is well known that a multidivisional structure with increasing non-programmed decisionmaking and problem solving demands more investment and skills of lower managers in planning and control, and consequently they are more vulnerable to opportunistic behaviour and bounded rationality.
To efficiently carry through the process of decentralization, the contingency theory justifies the use of an appropriate accounting system, which involves the organization"s cost information, supporting and matching the structure, technology and environment (Kim, 1988; Covaleski et al., 1993 ). Its focus is on an overall view of the organisation. Moreover, transaction costs are concerned with economic transactions being conducted accordingly to markets and hierarchies (see Getz, 2002) . It focuses transactions between actors, exploring issues related to bounded rationality and opportunism. From this framework emerges the clan or corporation which will be approached as a mode of governance, given its importance in terms of the public sector and, particularly, hospitals (Lapsley, 1993 (Lapsley, , 1997 Osborne, 1997) .
This study uses some slight assumptions of the theories of contingency and modes of governance to approach the use of cost information within public hospitals. Therefore, considering modes of governance, it sought to investigate and understand to which extent the available cost information supports the planning and control processes that occur within public hospitals in both countries. This study performs this through the "use of cost information" from the middle management perspective. This is done through the comparison between two countries: Brazil and Great Britain.
The relationship of hospitals management and cost information is discussed, whereas, the environment and the reflex mirrored by hospitals management and structure will be shown. It is a complex and changing environment in both countries, which present, to some extent, no reasonable degree of certainty, stability and predictability. Some situation prompted the following research questions: Do managers use cost information when planning and controlling in terms of human resources, supplies and equipment? To what extent? Do they consider cost information as being useful for benchmarking and improving organizational functions? Is any rationality identifiable? To answer these questions, this study was carried out, in order to investigate the usefulness of cost information in hospital management according to modes of governance within Brazilian and British hospitals.
This study can be divided into four sections. In the first one the literature was chosen based on certain characteristics, quoting the main ideas of contingency theory and modes of governance. Firstly, a comparative study between two countries excludes approaches that could be applicable only to a specific country. Thus, the literature is presented at one level that embraces the core elements of the theory pertaining to environment, organisations and managers irrespective of country. Secondly, posterior data analysis compares occurrences in both countries considering that the social phenomenon is taking place under a common "theoretical umbrella" and not a specific one. The next section shows how this research was conducted followed by the data analysis. Finally, conclusions were drawn considering a common literature background and the effects of the modes the governance in the usefulness of cost information.
Contingency Theory
It is acknowledged that the contingency theory has its roots in the work started in the early 1960s within the Industrial Administration Research Unit at Aston. The Aston Group conducted an empirical research involving 46 organisations both in the private and public sectors. The Group sought to study the relationships between: a) organisational structure and functioning; b) group composition and interaction, and, c) individual personality and behaviour (see Pugh et al., 1986, p. 38) .
Summarising what emerged from this "comparative study of organisations", it poses that "since all organisations have to develop means for channelling their activities towards the achievement of pre-specified aims, a pattern of regularities emerge over time" (Chia, 1997, p. 686 ). This pattern of regularities is called organisational structure. It is important to say that these authors perceive the activity of organisational analysis as being the continuous study and identification of similarities and differences among and into organisations, mainly the ones involving the structure and the variables that influence organisations, such as environment, technology, size, ownership, strategy, culture, location and others (see Emmanuel et al., 1993; Chia, 1997) . Organisations can typically face multiple and possible conflicting contingencies (Child, 1977) .
The Aston Studies, with contributions from other authors such as Chandler (1962) , Woodward (1965) , Lawrence and Lorsch (1967), and Williamson (1970) can be considered having an impact on the direction of organisation theory. Certainly, the most significant contribution of these earlier initiatives in organisational analysis was the development of a "contingency" approach to the organisational design.
In terms of contingency theory of management accounting, Emmanuel et al. (1993) set out that "the contingency approach to management accounting is based on the premise that there is no universally appropriate accounting system applicable to all organisations in all circumstances." (p. 57). Therefore, the use of cost information is contingent on the circumstances faced by organisations (Drury, 2001 ). There are no restrictions defining the contingent circumstances that influence the accounting systems and, consequently, the cost information (Drury, 2001) .
Contingency theory developed several aspects of uncertainty, including unpredictability of input-output relationship and others (Rayburn and Rayburn, 1991) . "Uncertainty is a lack of information about future events so that alternatives and their outcomes are unpredictable" (Rayburn and Rayburn, 1991, p. 58) . In the case in point, middle managers of multidivisional organisations, such as hospitals, located in dynamic and complex environments should experience a large number of different factors and influences in the planning and control processes.
Brignall (1997, p. 326) suggested normative proposals to cost system design considering a wider management information system in services. He noted that "service organisations today compete on a range of dimensions and not just cost and price, so a good planning and control system cannot focus on the financial dimension alone. Consequently, service costing systems must be seen in their wider context, as part of a management information system which would also embrace non-financial information." This author advocates the design of a management information system considering a series of relevant contingent variables such as environmental hostility, organisation"s mission and strategy and its service type (see also Fitzgerald et al., 1991).
The contingency approach emphasises that management styles and organisational structures are contingent to the organisation and that a unique universal set of management characteristics does not exist. In hospitals, the contingency fit between organisational context and the design of management accounting system has been measured by the user´s information satisfaction (Kim, 1988 , Moore et al. 2009 ). Although little work has been done in Brazil, and only a very limited amount in public hospitals, these studies provide a useful base for this research.
Modes of Governance
The integration of theories relating to modes of governance and contingency theory aids understanding as to how integration enables hierarchical or structural authority to address individual opportunism. Both theories recognize that decision makers should be influenced by self-interest and yet, to some extent or by variable degree, both frameworks accept that organisational structure and design and the design of accounting systems are influenced by, and influence, the external environment.
Markets, hierarchies and clans are considered forms of organisations, i.e. "an organisation may be thought as any stable pattern of transactions between individuals or aggregations of individuals (see Ouchi, 1980, 140) . Therefore, in this definition, "a market is as much an organisation as it is a hierarchy or clan" (op cit., p. 132). Despite the fact that these forms of organisation can be identified in the healthcare systems in a broader meaning in both countries, this paper emphasises their application in the traditional organisation setting, i.e. public hospitals (see Ezzamel, 1986, Sigulen and Zucchi, 2009 ).
The arrangement that defines the mode of governance was built upon the conjugation of a certain group of characteristics described by Williamson (1975 Williamson ( , 1978 Williamson ( , 1991 . He argues that the opportunism and bounded rationality are the two postulated behavioural characteristics that can interfere with contracting and upon which the management style or structure might change. About organizational failures framework, transactions costs as well as the influence of opportunism and bounded rationality see Emmanuel et al (1993) 
As to modes of governance, Bourn and Ezzamel (1986) posed that in case of a high degree of goal incongruence and low degree of ambiguity in performance measurement, the market form emerges and is tolerated. In the opposite situation, i.e. low degree of goal incongruence and high degree of ambiguity in performance measurement, the clan emerges and is tolerated. The above mentioned authors said that the hierarchical form takes place and is tolerated in the case of medium or intermediate levels of goal incongruence and ambiguity in performance measurement. It is important to notice that Bourn and Ezzamel (1986) stated that in the case of high degree of goal incongruence and high degree of ambiguity in performance measurement, a form of organisation and managerial functions does not emerge. In those cases the controls, for example, are more ritualistic/symbolic.
A bureaucratic organisation involves a system of hierarchical surveillance, evaluation and direction. When the ambiguity in performance evaluation increases, the bureaucracies can fail. Also, "when tasks become highly unique, completely integrated, or ambiguous for other reasons, then even bureaucratic mechanisms fail" (Ouchi, 1980, p. 134f ). In this case, i.e. "a form of mediation succeeds by minimising goal incongruence and tolerating high levels of ambiguity in performance evaluation", which is the clan (Op. cit., 135). It is also called organic solidarity and organic relationships are considered as the key to coordination (Osborne, 1997). The organic solidarity, i.e. the clan, that exists in the medical profession is well known, particularly in Brazil.
In this case, the clan is composed of the clinicians (professionals) and the hierarchy is the professionalized bureaucracy. The goals of the clan and the hierarchy are not necessarily the same and neither clearly stated (see Bourn and Ezzamel, 1986) , particularly in Brazil. These authors posed that "management and control in the National Health System (NHS)... is exercised through a corporate culture, or clan form. In specific terms, this may be described as the hegemony of the medical profession to undertake patient-care through the exercise of clinical freedom" (p. 210f).
The above mentioned authors have stated that one mode, market, hierarchy or clan, does not exclude another and even the three models can appear simultaneously (Ouchi, 1980; Bourn and Ezzamel, 1986 ; Osborne, 1997). Osborne set out that there should be one dominant type. Hospitals can be considered organisations where more than one type will appear, mainly the hierarchy and clan. There are reasons to believe that the clan formed by the medical profession within hospitals (or sub-culture, see Bourn and Ezzamel, 1986) in Brazil are dominant or try to be dominant. Because traditions are implicit, rather than explicit rules that govern behaviour (see Ouchi, 1980) , the clan which permeates the Brazilian hospitals are expected to be, due to the market tradition, motivated by self-interest and they tend to maximise their well-being or clan objectives. This can be conflicting with the hierarchical model. In Great Britain this situation can be different. Osborne (1997) studying public institutions admitted, in organisations within the clan, not vertically integrated and loosely coupled and the existence of explicit organisational missions of its own.
The concept of corporate or "clan" pretends to be an answer to conceptual frailties (Ouchi, 1977 (Ouchi, , 1979 (Ouchi, , 1980 Ouchi and Price, 1978; Williamson and Ouchi, 1981) . Where the clan concept does not fit the network or other forms arise (see Table 1 ). Thompson et al. (1991) proposed four approaches to modes of governance based on the unit organisational form (independent or hierarchical) and the approach to relationships (competitive or cooperative). The British health system has just moved between theses "extremes", i.e. from competition to cooperation or from the internal market to co-operative networks. In general terms, a network structure is proposed as being a more accurate form to characterise special kinds of alliances rather than joint ventures among hierarchical firms (Powell, 1990 ). "The "clan" control system relies on social controls rather than the legal or economic sanctions of the bureaucratic organisation" (Lapsley, 1993, p.385) or on reciprocal relationships (Osborne, 1997). The "clan" or corporate culture has been used to explain governance modes within organisations. It means that the "clan" mechanism emerges due to the frailties brought about by "soft contracting" between parties and the opportunism as well. This mode of governance would have answers to illuminate obscure points present in incomplete contracts and an "elaborate governance apparatus" (Williamson and Ouchi, 1981) . In terms of health care and, consequently, hospitals, the presence of this mode of governance is discussed by authors such as Ouchi (1977), Lapsley (1993), Ashmos et al. (1998) and Osborne, (1997). Stiglitz (1991) and Lapsley (1993) defend the shift from market to hierarchy. This shift is causing strong interest on changing boundaries between organisations and the market and, for instance, theories of behaviour within organisations.
It is important to understand and highlight how to apply and identify such modes of coordination. Osborne (1997) summarised and presented a group of valid characteristics under which it is possible to identify the main mode that governs entities within the health system (see Table 2 ). He defends the presence of more than one mode of governance but with one of them more pre-eminent.
Table 2. Characteristics of the modes of governance
Mode of Governance Determinant Characteristics
Clan,
Corporation
1. Clans are determined by reciprocal and ongoing relationships. 2. Clans have as a key feature: the interdependence of their members contrasting with marketsinteractions of independent organisations -and hierarchies -with some dependent ones. 3. Clans do not have to be vertically integrated as a hierarchy. They "would rather be loosely coupled, which would allow them to retain their autonomy whilst sharing decision-making and risks." (Osborne, 1997, p. 324). 4. Clans do not mean an egalitarian society. There would be differences determined by the scarcity of resources. 5. Clan membership determines the acceptance of normative values and statements about the conduct of the clan members. They can be implicitly or explicitly stated. 1. Hierarchy will promote the accountability of contracted service due to the fact that the lines of authority would be clearly specified and consequently known. 2. There is a high degree of stated tasks and their specificity in terms of the desired product and the obtained one, providing that they were built around specialist expertise. 3. Hierarchy threatens itself with its own excesses and lack of flexibility. Key points in analysing market and hierarchies in the context of health organisations, public general acute hospitals in particular, are: 1 -the ambiguity of the measurement of individual performance; and, 2 -the coherence of goals, of the individuals, the clan and hierarchy and of the organisation. Ouchi, Lapsley, Ellwood consider the former more challenging than the latter. Based on the exposed circumstances, every organisation has to work on the reduction of the ambiguity of the measurement of individual performance, in order to access an acceptable level of opportunism. The same thought can be applied to the coherence of goals between individuals and the organisation. Ouchi (1980) suggests that market relations are acceptable and efficient when there is a low level of ambiguity over performance evaluation, and bureaucratic relations will be efficient when both performance and goals are ambiguous and incoherent. In terms of tolerating high levels of ambiguity in performance evaluation and low levels of goal incoherence the clan form prevails (see Lubatkin et al. 2007 ).
To reduce transaction costs, to become more competitive or to survive, organisations have tended to reproduce or even "artificially" create the market situation. This creates "independent" internal areas, sectors or groups that simulate a market within the organisation (see Bourn and Ezzamel, 1987 Therefore, according to the discussion above, hospitals internal environment is divided essentially into two areas of knowledge or management reflecting the hierarchy and the clan, administration and health group respectively. Such a combination, and its decision-making process, reinforces internal complexity for hospitals. This complexity is built upon multiple issues, sometimes conflicting ones, considered by managers. Planning and control within hospitals require the meeting of the two areas because the clinicians are those who have knowledge about the performance of their tasks (Weisbord, 1976; Freidson, 1985; Lapsley, 1993) .
The clinical group, mainly doctors, is the major professional and informational supplier and is also the major influence on decision-making process. There is a lack of communication between managers and clinicians, and also there are different lines of actions adopted in similar circumstances. Ashmos et al., (1998) argues that these professionals essentially internalise models of problem solving and knowledge so that they can act more or less autonomously on the job, they control their own work, and they make decisions in accordance with their respective professions standards. This work is neither known nor understood by hospital managers with administrative background. Therefore, contingency theory explains and supplements the study of healthcare structure and modes of governance within hospitals. However, it does not involve the explanation of transactions between organisational actors, opportunism and bounded rationality, which is fundamental to discussion of the presence of certain structures or modes of governance within hospitals such as the clan and the hierarchy. Therefore this part used modes of governance to cover this situation. It was also used to reach a position to discuss and justify the analysis of modes of governance as an agent that permeate and interferes with managerial action in public hospitals.
Methodological design and researc phases
This is an exploratory study because it is defensible that little is known in terms of comparative hospital management, and much less is known when it is referring to the British and Brazilian hospitals middle management. Thus, this work is considered an exploratory research in essence even though some perspectives closer to the descriptive approach are going to be used.
As seen, this research was defined as eminently quantitative. However, it can be said that this research indicates the direction of a combined survey and case study, meaning that techniques that induce to a qualitative classification are used (Miller, 1991) . The qualitative perspective is considered as illustrative and an enrichment of the results, i.e. a category of triangulation.
The use of quantitative or qualitative techniques is also linked to the research"s objective. Thus, this work uses quantitative survey methods to test the research questions but further understanding is gained through the use of case study interviews. The survey enables the research findings to be generalised but the interviews improve the internal validity and understanding of the findings. After conducting a survey using a structured questionnaire, semistructured interviews with middle managers at chosen case study hospitals were undertaken.
The research was conducted in four main phases in Great Britain and Brazil. In the first phase the main survey was conducted using the structured questionnaire seeking to answer the working questions and test the hypotheses. Also, a documentary analysis took place to provide a wide view of hospitals. This phase was also responsible for elements of generalisation and external validity. In the second phase, two hospitals were chosen in each country, based on available official sources or judgement of experts, data processing, and indicators as being representative of best practice and/or high performance level. In the third, the qualitative approach was carried through to visits to these hospitals and using a semi-structured instrument to interview several managers involving decision making, planning and control processes. This phase enhances internal validity. In the last phase, the discussion of the questions and the test of the hypotheses considering the data gathered in phases 1 and 3. Data were processed, analysed and interpreted. This phase consolidated the elements for generalization, reliability and validity.
Sampling in Great Britain and Brazil
The research was undertaken in hospitals of the West Midlands Region and Minas Gerais State. These organisations were considered public and also, possessed common and compatible characteristics with the intended results.
Seeking sample and data collection equivalence, public hospitals were determined using secondary data and general criteria to produce equivalent groups in both countries. As general criteria, the following were excluded from the study: Examining the general profile of the public hospital managers, the first managerial factor corresponds to the respondent"s background. It is not enough but it can be considered as the main characteristic that defines the association of the respondent as a member of the organisation and is, consequently, linked with the mode of governance. As shown in Figure 1 , 47.7% of the British respondents had an "administrative" 4 background, whereas 26.7% of the respondents were "clinicians" and respondents with "both" backgrounds presented 25.6%. Brazil presented a similar distribution in terms of the administrative background and the other two categories. It is important to notice that the difference between the "both" background categories is inherent to more clinicians receiving management training in Great Britain than in Brazil. This will favour future analysis in terms of a possible integration of both modes of governance, i.e. the clan and the hierarchy in British hospitals. It is not a surprise: British clinicians have been involved in management and being accountable for their administrative actions since the Management Budgeting in 1980s (see, for example, Llewellyn, 1999). Brazil presents a distribution of about 50% administrators and 50% clinician staff. There is a balanced distribution of respondents in terms of the different forms of organisation in hospitals in both countries.
General results and analysis
Hospital Structure Relation Specific Factors
Cost and resource information currently available in both countries for middle managers constitute the group of items or questions which represents the hospital structure relation specific factors. According to Table 3 the information currently available for managers can be considered as extensive. Any comparison in terms of content or similarity between this information is dangerous due to elements that could bring about enormous technical problems or differences involving mechanisms and techniques applied amid hospitals in both countries as well as among countries. This study is concerned with the use of cost information or its perceived usefulness in terms of planning and control. Therefore, this does not demand the judgement of the techniques involved or any technical mechanism employed to generate cost information. Budget or case-mix was used to illustrate the idea of cost information and as a referential for planning and control, when it was made necessary during the interviews, due to their considerable diffusion among middle managers of both countries. See Table 3 . Table 3 show that the information currently available for hospital managers in Great Britain is expressive and reaches the majority of hospital managers. "Staff costs" and "Drug cost" seem to reach every manager within hospitals, 95.6% and 87.8% respectively. One can highlight "Budget statements", "Budget statements integrated with patient activity data" and "Case-mix cost system", being accessed for more than 60% of the managers. "Budget statements" is reached by almost 90%. It is a fact that British hospitals have greater budgetary control since the Management Budgeting in the 1980s. This may explain this high figure. DRG and case-mix accounting are both used as control mechanisms of environmental bodies and as a balance of power between administrators and physicians (see, for example, Covaleski et al., 1993). Case-mix accounting lost importance for contracting in Great Britain (see, for example, Ellwood, 2000) , this may be related with the lack of effort within the clan to give away the power. Case-mix allows external comprehension and auditing of the "transformation" processes or "product" lines involved in hospitals (Covaleski et al., 1993) .
In Brazi1, 65% of managers stated access to "Monthly costing spreadsheet -case-mix", which represents the highest figure. In this case, managers perhaps see the opportunity for gaining certain power within Brazilian hospitals. This managerial instrument is something new, and it raises a mixture of curiosity and interest among middle managers. The curiosity is due to the fact that middle managers were not usually informed about costs of treatments. The interest is raised because managers have seen this situation as an opportunity to identify and negotiate certain issues with clinicians that were not possible before, e.g. drugs used in certain treatments. It was also observed around 50% of access of "Drug costs" and "Staff costs", see Table 3 .
The profile of both samples showed a certain balance between respondents within and between countries; however, the information available and the access ration present considerable difference in favour of British managers.
According to Figure 2 , more than 65% of British managers have a considerable level of access to information about cost. In terms of Brazilian managers the percentage is considerably lower, 37.5%. Taken together with the data contained in Table 3 it is possible to assert that British managers have superior access to cost information than their Brazilian counterparts. Cost information should reduce uncertainty (Choo, 1996) . Extensive cost information availability associated with high accessibility improves the decision-making process. Therefore, British managers enjoy a privileged position to reduce or eliminate opportunism and to encourage the programmed decision-making and structured problem solving. 
Cost Information Perceived Usefulness and Attitudes
In terms of "involvement of cost information in decision-making/problem solving process" one can note that British managers tend to be more concrete users than their counterparts in Brazil, see Figure 2 . The percentage of British managers using cost information with reasonable frequency in decisionmaking and problem solving processes are about 70% whereas the figures in Brazil are just 50.8%. This supports the fact that British managers are more concerned about cost information and the role it plays in decision-making and problem solving. The use of cost information means uncertainty reduction and supports resource allocation. It is important to observe that 15% of Brazilian managers use cost information "very rarely" in the decision-making/problem solving processes. Table 4 shows means of involvement of cost information in decision-making assigned by managers of both countries. Means can be considered high in both countries. When testing the usefulness of cost information in terms of certain managerial dimensions, both countries assumed the same order regarding the applicability of cost information. "Planning" is posed first and it is followed by "control" with highest scores, see Table 5 . It is not surprising that planning and control were ranked first. According to the literature, the multidivisional structure in a complex environment demands investment in both managerial dimensions (see, for example, Ouchi, 1980; Emmanuel et al., 1993; Otley, 1994) . In British organisations this can be explained by the market mechanisms involved. Hospitals have experienced a scenario that suggests the divisional structure since management budgeting. Ranked in third and fourth place in both countries with high means were prediction and surveillance. This is a surprise due to the fact that prediction should be closer to planning given the close relationship between them. The extent to which cost information facilitates optimal managerial procedures was investigated (Table 6 ). British managers presented the facilitation of "resource control" as the highest mean, i.e. 3.93. Placed second was that assured cost information facilitates "adequate or optimal decisions", with a mean of 3.84. They were followed by "adequate planning" with a mean of 3.70, problem solving with a mean of 3.50, and "uncertainty reduction" with a mean of 3.19. The variable "uncertainty reduction" that establishes a connection between organization and environment was ranked in last place in this country (see, for example, Mak, 1989) . This could suggest a weak link between the use of cost information for planning and control and the environment (internal and external). Mak (1989) related perceived environmental uncertainty and internal systems of planning and control in manufacturing companies. He expected that the higher the environmental uncertainty the higher the sophistication of top control processes and therefore the perceived usefulness of information would be higher. In this case usefulness of information did not interfere, as expected, with the environmental uncertainty. The same thing happened in hospitals. Hospitals, mainly the Brazilian ones, are inserted in a highly complex environment and demand an elevated degree of sophistication in control processes, therefore, it would be expected a higher mean for cost information usefulness in terms of uncertainty reduction. This did not happen for both countries. Resource control was well positioned, reinforcing the presence of objective rationalism in planning and control. Brazilian managers also presented high means, see Table 6 . Placed first is that cost information "facilitates adequate planning" with a mean of 4.74. This is followed by "resource control" with a mean of 4.68. Ranking next is that cost information facilitates "adequate or optimal decisions" with a mean of 4.63, "uncertainty reduction" with a mean of 4.49, and finally "problem solving" with a mean of 4.33. When asked about the usefulness of cost information for control/surveillance, British and Brazilian managers gave the same order of importance, see Table 7 . Placed first was the usefulness "for control on resource consumption" with a mean of 3.76 and 4.59 for British and Brazilian managers respectively. Placed second was its usefulness for control/surveillance of "administrative activity" with mean of 3.22 for British managers and 4.55 for Brazilian managers. In third place came "control on clinical activity" with mean of 3.22 for British managers and 4.55 for Brazilian managers. These means favour a positive analysis of the usefulness of cost information for control. In this case the control of "clinical activity", which, as discussed earlier, involves clan members, is ranked third in both countries. The form of knowledge involved with this activity can be considered, to some extent, responsible for this result (see, for example, Lapsley, 1993; Tsoukas, 1995; Cabrezio et al., 2009). Tsoukas (1995) , for example, supports that the knowledge involved in clinical activities has a narrative part due to practice, for example. This means that part of the knowledge is descriptive, as an experience, and the situations are shared and dispersed within the group or community, which is able to understand its meaning or content. However, the knowledge involved in managerial activities is more propositional, i.e. documented and systematised. Therefore, it sounds adequate that planning and control of clinical activity are the last placed, given the above characteristics. British hospitals have involved clan members with the hierarchy, as this mitigates barriers posed by the narrative form of knowledge, for example. The same phenomenon occurred in terms of the consideration of the usefulness of cost information for benchmarking. British and Brazilian managers established the same order, i.e. "benchmarking on resource consumption" was ranked first in both countries, with a mean of 3.61 and 4.43 for British and Brazilian managers respectively (Table 8) . "Benchmarking administrative activity" was placed in second, with the mean of 3.11 for British managers and 4.42 for Brazilian managers. Finally, "benchmarking clinical activity" was placed in third, with mean of 3.06 and 4.40 for British and Brazilian managers naturally. This reinforces the preceding analysis and gives some empirical evidence to the influence of differences in knowledge pressuring planning and control, therefore, this is not a surprise. The hierarchy, due to the presence of more propositional knowledge, can be tested more and have its degree of ambiguity in performance measurement reduced. The same does not occur in terms of benchmarking of clinical activities because the fraction based on narrative knowledge is considered so that only clan members are able to understand it. Therefore, unless the clan members get involved with the hierarchical organisation and, consequently, the line of command, the middle management mediation role involving clinical activities should be considered irrelevant or unproductive. Table 9 presents managerial perception about the use of cost information for items related to organizational objectives. Some of these objectives are environmental expectations for control cost and encourage planning as posed by Covaleski et al., 1993 . It is possible to identify more clearly the presence of rationality and complex rationality to reach some of these objectives as well. The use of cost information for managerial activities such as "cost reduction" or to "reduce resource consumption" involves standardised and structured forms of control, such as routine and expert (Hofstede, 1981) . This is due to the presence of objectives/goals congruence, completeness of knowledge about the "transformation" process and a smaller degree of change of the predictive model. In this case, more programmed decision-making and objective rationality take place and, consequently, opportunistic behaviour is strongly restrained. However, a more complex and less deterministic model is demanded, for example, in terms of the benchmarking of clinical activities or the provision of clinical activity progress. These activities involve some narrative knowledge and, consequently, the clan members. Therefore, a complex rationality (more individual, subjective or collectivist) can be detected in this case. Table 9 shows that British managers assigned the highest score to the item which presents the use of cost information in planning and control capable of providing "benchmarking of clinical activities". This supports the non-programmed decision-making British managers are involved in. It can be observed that the Labour policy has introduced a competition based on comparison of costs between hospitals and a benchmarking process. Therefore, cost information has served and has been contingent on external variables. This current position reflects this. This suggests that the message from the British Government has been understood and is borne in mind by managers. This emerged from the imposed managerialism. It can be said that there is evidence that the British Government has obtained what it has intended to and, at the same time, has kept a respectful coherence with hospital managers thought and practices. Going further, it is possible to understand and identify that clan members are getting involved with the bureaucratic planning and control processes.
According to Table 9 , British managers scored "cost reduction" as the second highest item and ranked "reduce resource consumption" third, which means that pure programmed decision-making and objective rationality came second. Brazilian managers, in contrast, ranked "cost reduction" as the first highest item and "reduce resource consumption" as second. Despite being commonsensical use of cost information, "cost reduction" and "reduce resource consumption" can be considered as mechanical and functionalist supporting an objective rationalist point of view. Brazilian managers ranked "benchmarking of clinical activities" third. It cannot be considered a complete surprise because Brazilian managers present high means for the use of cost information in general circumstances.
Because of the degree of complexity involved, one can assert that benchmarking is an evolved way of using cost information. Regarding this research, it can be said that British managers have an enriched perspective about the use of cost information because "benchmarking" was ranked first. External and internal benchmarking can be considered a more complex managerial technology. Literature (see, for example, Emmanuel et al., 1993) has explained that, due to the growing environmental complexity, organisational systems should gain complexity as well and this is supported by this research.
The other two items "clinical activity progress" and "improve clinical treatments" were presented with alternating scores in Great Britain and Brazil. British managers ranked "clinical activity progress" fourth and "improve clinical treatments" sixth; Brazilian managers vice-versa. It is important and coherent to note that, to some extent, cost information can contribute to clinical treatments. This can curb opportunistic behaviour and decrease the degree of ambiguity in performance measurement, what favours the hierarchical form of organisation. This is the expectation of the British Government. In Brazil, it can be said that managers are aware of this by other means, because there is no governmental policy emphasising the use of cost information in association with clinical activities. Also, according to the discussed findings, the forms of organisation in Brazilian hospitals are not integrated and, consequently, opportunistic behaviour thrives. Table 9 shows that managers of both countries ranked fifth and seventh, therefore at the bottom, "training administrative professionals" and "training clinic professionals" respectively. The importance given to those items is lower than the importance given to the others reflecting certain incoherence with the increase of complexity of internal systems. An explanation for such incoherence can be that, even though ranked lowest, they still have high means, i.e. over three in both countries. Table 10 , shows the scores of the items" influence in the planning process. It is possible to see that British managers have the "organisational objective" as the prime influencing item. In turn, their Brazilian counterparts rated "objective of the area/sector" as the highest. It is not surprising that British managers make a vision of the whole when planning because, as discussed before, they presented elements to consider that they are more coherent in terms of complex rationality (objective, subjective, individual or collectivist) involvement in processes than their Brazilian counterparts. This characteristic supports the fact that British managers have general directives and a more organizational perspective. This is coherent in the case of clan or hierarchical form of organisation, i.e. an intermediary (medium) degree of goal incongruence. In this case non-programmed decision-making follows the general idea of behaviour congruence. General goals or ends will drive the process involving complex rationality (objective, subjective, individual or collectivist). Therefore, the modes of governance within British hospitals share congruent organisational objective/goals. The clan form should negotiate a decrease on the degree of ambiguity in performance measurement, which makes it get closer to the hierarchy (see Ouchi, 1980) . Brazilian managers, when assigning the "objective of the area/sector" as the first one, showed coherence with some other contingent characteristics already described. They are less involved with scientific rationalism and they are involved in a mutable environment with internal clan dominance. Table 10 provides evidence of a fragmented structure with strong local force and particular interests. Sectors assume their own identity on behalf of themselves superseding the organisation and appear to be stronger than the modes of governance. However, the resultant fragmentation seems to be convenient and the opportunism, which emerges in the Brazilian context, is much more evident than in Great Britain. In this situation non-programmed decision-making does not follow any objective or behaviour congruence. Due to opportunism and environmental complexities the ambiguity of performance measurement is kept high, which is a characteristic of the clan form of organisation. It is important to notice that high degree of goal incongruence is a characteristic of the market form of organisations. Therefore, considering the analysis and discussions so far, Brazilian hospitals present a mosaic in terms of modes of governance. Surely, this keeps the internal environment highly vulnerable to opportunistic behaviour.
It is important to recognise that the managers" "background" was scored as one of the last items to be considered in terms of influencing planning, i.e. fourth in Great Britain and fifth in Brazil. It was suggested by the theory that background would be expected to exert stronger influence in managerial planning. Thus, evidence shows that, rules posed by managerialism or collectivism should restrain opportunism at the structure level.
The characteristic "public objectives" assumes an almost opposite degree of importance in both countries, i.e. fifth in Great Britain and second in Brazil. There is no apparent reason for this. What can be said is inferred from the preceding discussion with regards to rationalism and complex rationalism. British managers should see or be more involved with individuals. Brazilian managers should treat the public as an entity rather than individuals. British managers assigned clinical objective in second. It can be said that this is coherent with what has been discussed in terms of behavioural congruence related to complex rationality and non-programmed decisionmaking.
Conclusion
This study showed the dominance of the hierarchy and clan as the most relevant modes of governance in Brazil. This discussion is relevant because the level of goals congruence and the level of ambiguity of performance measurement defines which form of governance is more predominant. In the cases analyzed, it was possible to identify a significant difference between the use of cost information in hospitals, allowing important inferences between modes of governance. In this case it was possible to identify that the use of cost information is important for hospital management in both countries. The information currently available for managers is extensive and this study was focused on their perceived usefulness in terms of planning and control.
It is important to understand the way in which cost information i used. In the British case it was identified that cost information is used to the achievement of organizational goals, while in Brazil it was felt that there was a concern for sector ones. This showed that in the Brazilian case there is a predominance of the clan, i.e. the hegemony of the physicians (clinicians). Which, in defending its own interests, make it difficult for information to be passed on to managers. This creates incongruence between the goals, as well as a difficulty to measure performance by the managers, which raises the scenario of uncertainty and opportunism.
Cost information should reduce uncertainty and extensive cost information availability associated with high accessibility improves the decision-making process. Therefore, British managers enjoy a privileged position to reduce or eliminate opportunism and to encourage the programmed decision-making and structured problem solving.
In terms of the "involvement of cost information in decision-making/problem solving process" one can note that British managers tend to be more concrete users than their counterparts in Brazil. When testing the usefulness of cost information in terms of certain managerial dimensions, both countries assumed the same order regarding the applicability of cost information. "Planning" is posed first and it is followed by "control" with highest scores.
The lack of studies about the use of cost information in planning and control with respect to public hospitals impedes any other comparison or assessment considering empirical data. One of the objectives of this paper was to generate initial material for future researchers. Besides, the knowledge about the current scenario of the usefulness of cost information mainly in planning and control is relevant when associated with modes of governance. The hospitals manager should avoid situations which increase opportunism in decisionmaking process by using cost information to control clan activities. Cost information could be an important starting point for benchmarking, planning and control, improving the management of consumed resources. 
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Abstract
Self-dealing refers to all kinds of transactions and operations whose aim is to divert value from a company to corporate controllers. In order to tackle self-dealing, scholars and regulators have emphasised the importance of legal tools. However, although the pro-regulatory approach prevails on a wide scale in the academic arena, there still exists a marked divergence between theoretical positions supporting the existence of a benchmark model towards which to converge (convergence hypothesis) and those that underscore the importance of socio-economic factors on the efficacy of governance rules (path dependency view). The aim of this paper is to join in the convergence vs. path dependency debate by adding some considerations on the efficiency of mandatory rules to the well-known investigations on the effectiveness of legal frameworks. Specifically, considering the current market integration and associated opportunities and threats, the traditional cost-benefit analysis has been extended in order to embrace direct and indirect costs specifically associated to the issue of domestic rules in a global scenario. Such an economic analysis on self-dealing introduces new variables that may support the convergence view and encourage at least a partial and gradual adjustment of national legislations towards the Anglo-Saxon model. To test our hypothesis, an examination of the self-dealing rules adopted in Germany, Italy and UK has been conducted. In particular, spatial and temporal comparisons of conflict of interests and self-dealing legislations have been carried out in order to appreciate trends, differences and similarities of some of the most important European legal frameworks. 
Keywords
Introduction
One of the most important corporate governance issues caused by the separation between ownership and control concerns the risk of asset diversion by the corporate controller (manager or dominant shareholder). The label of self-dealing has been introduced to underline the threat stemming from business choices adopted by the agent in a situation of potential conflict of interests, and both researchers and regulators have focused their attention on legal tools able to constrain or punish wealth expropriation. In actual fact, the role played by governance mechanisms in explaining the development of stock markets is intuitively understandable and empirically demonstrable (SHLEIFER, VISHNY, 1997; LA PORTA et al., 1997; SHLEIFER, WOLFENZON, 2002). Legal frameworks and monitoring systems able to detect outright theft or to appreciate the economic soundness of equity operations and transactions with related parties enhance the opportunities of an efficient resource allocation and have a positive impact on social welfare (COOTER, ULEN, 2004). As "law matters", all jurisdictions provide stakeholders with a set of rules aiming to protect outside investors. Shareholders and board approval, independent director ratification, disclosure or periodic releases, legal instruments, planned to ease shareholder litigation or even to ban self-dealing transactions, are often required by regulators and overseers where a conflict of interests exists. The academic literature has long since focused its attention on their effectiveness, questioning in particular the existence of a benchmark model to implement. Nonetheless, a unique answer to this problem is still far from being reached.
According to the seminal papers referable to the Law & Finance approach, the legal frameworks adopted by Common Law countries offer better shareholder protection than those governed by Civil Law and, as such, a convergence process towards an Anglo-Saxon approach should be encouraged (LA PORTA et al., 1998; DJANKOV et al., 2008) . A path dependency view, instead, disproves the above conclusions, stressing the peculiarities of the different socio-economic environments and the ownership structure of firms operating there. Governance protections working effectively in one case might fail in another one (COFFEE, 2005) and the implementation of a common set of rules could be loose and ineffective (GOSHEN, 2003b) . This paper aims to contribute to the convergence vs. path dependency debate by introducing some considerations on the mobility opportunities offered by the current globalization process and the consequent impact on the efficiency of domestic selfdealing rules.
In fact, while an assessment of corporate laws" effectiveness in preventing opportunistic behaviour of local insiders is quite common, their actual efficiency in a global market is rarely examined and this assessment neglects the overall effects on the shareholders" wealth.
As is known, the introduction of stricter rules on self-dealing -although justifiable in the light of narrowing the corporate controller"s actions whenever a conflict of interests condition is detected -may reduce the net present value of non-controlling shareholders" investment. Such a circumstance has been firstly ascribed to the costs directly associated to the actual implementation of a new rule, and then indirectly connected to the loss of profitable opportunities due to the consequent managerial discretion constraint (ENRIQUES, 1998; PACCES, 2009 ). However, with increasingly integrated markets for capital, products and human resources, a costbenefit analysis cannot neglect the direct and indirect costs deriving from the responses that global economic players would give to domestic conflict of interests legislations (MILHAUPT, 2003) . First of all, differences among national legislations introduce substantial expenses, forcing globalized firms to become acquainted with several governance systems and also affect firms" hiring policy of foreign managerial talents and their internationalization plans. Moreover, the option to choose self-dealing rules to comply to by selecting quoting markets or countries where to incorporate, could be opportunistically exploited by corporate controllers to the detriment of outside investors. The agent"s personal benefits deriving from the adoption of less demanding corporate governance systems might lead to carry out sub-optimal internationalization strategies whose costs would finally affect minorities and creditors" wealth. We label such a particular category of indirect costs as induced costs.
A deeper investigation on the above-mentioned costs allows us to point out the potential benefits associated to more intense cooperation between domestic institutions and to support a convergence process. In particular, we hypothesize and suggest, at least, a gradual and partial adjustment away from national conflict of interests rules towards the AngloSaxon model. Indeed, either the mandatory adoption of financial reporting standards (IAS/IFRS), whose theoretical framework clearly originates from an Anglo-Saxon perspective (MARKS, 2004) , or the existing voluntary global convergence of codes of best practices towards the Anglo-Saxon system (MARKARIAN et al., 2007) provide clear evidence of an already widespread awareness by market participants and as such an implicit approval of Anglo-Saxon rules. Therefore, the need to minimize the switching costs associated to new conflict of interests rules appears to favour the necessary adoption of legislation consistent with the AngloSaxon model.
To test this assumption, the paper provides a picture of the legal frameworks of some of the most important European countries by examining doctrines and remedies on self-dealing adopted by Germany, Italy and UK. Spatial and temporal comparisons of the conflict of interests legislations will then be carried out in order to increase understanding of the issue and appreciate trends, differences and similarities among the European regulations.
The article proceeds as follows. The next part briefly summarizes the current debate on the topic, comparing the proposed solutions referable to the Law & Finance approach with the theoretical outcomes of the path-dependency thought. The third part carefully describes the economic consequences associated to a self-dealing legislation, focusing in particular on direct and indirect costs due to a lack of convergence among national rules in a global market. A detailed examination of self-dealing legislations adopted in each of the above-mentioned European countries is then developed in the fourth part. Some concluding remarks are finally put forward.
Convergence vs. Path-Dependency: a brief review of the current debate on selfdealing
Since the publication of the seminal article by Bearle and Means (1932) , the need for regulatory intervention to protect outside investors has been highlighted. The risk that corporate controllers (director or dominant shareholder) might maximize their own benefits to the detriment of the other stakeholders PRATT, ZECKHAUSER, 1985) and the inability of the minority shareholders to monitor the agent are frequently described as the main factors justifying the issue of mandatory rules (RIBSTEIN, 2002) .
In actual fact, although in theory shareholders might incorporate the perceived risk of expropriation in the securities price, the high information and transaction costs due to the inefficiency of the market make such a hypothesis hardly verifiable (GORDON, 1989 ; GOSHEN, 2003a) ( 1 ). Moreover, corporate contracts are affected by an inevitable contractual incompleteness. In order to leave the corporate controller his managerial discretion, the contracts between the agent and the principal are characterized by an unavoidable partial vagueness, allowing the former to renegotiate, for his/her own benefits, the terms previously arranged with the latter (BRATTON,  MCCAHERY, 2001 ).
On the other hand, strong empirical evidence supports the pro-regulatory approach about selfdealing. Countries with weaker investor protection and ineffective legal enforcement show less developed financial markets (LA PORTA et al., 1997 , while a higher cost of capital is frequently associated with poorer legislation on insider trading and conflict of interests (BHATTACHARYA, DAOUK, 2002). Since efficient debt and equity markets are a fundamental factor for economic growth (KING, LEVINE, 1993; LEVINE, ZERVOS, 1997; RAJAN, ZINGALES, 1998), a positive correlation between the strength of the legal system and economic development is expected.
Several strategies can be pursued to tackle selfdealing. Traditionally, the possible regulation tools are classified into two broad categories: "property protection rule" and "liability protection rule" (CALABRESI, MELAMED, 1972; GOSHEN, 2003a GOSHEN, , 2003b . The former requires operations potentially detrimental to the outside investors" claims to be directly or indirectly approved by the disinterested party. A "liability protection rule", on the other hand, allows corporate controllers to impose conflict of interests transactions on minorities, requiring different instruments though, in order to reassure the disinterested party about their fairness ( 2 ). Both the existence of the best mix of the abovementioned legislation tools and the need for domestic institutions to converge towards such an ideal set of rules have always been important topics in the corporate governance literature.
By developing quantitative indexes in order to measure the strength of different self-dealing legislations ( 3 ), Law & Finance scholars have collected empirical evidence supporting the convergence hypothesis. In fact, according to such a research stream, legal frameworks characterizing Common Law countries apparently show greater concern on minorities and creditors" claims, embodying more effective instruments to manage conflict of interests (LA PORTA et al., 1998; JOHNSON et al., 2000) . Specifically, a combination of ex-ante disclosure and disinterested shareholder approval is described as the proper strategy in managing conflict of interests (DJANKOV et al., 2008) . For this reason, the implementation of such a protection system is implicitly suggested, and underscores the need for convergence towards the Anglo-Saxon legislation.
Although they are key contributions in the selfdealing discussion, Law & Finance papers have been strongly criticized, because of the normative considerations following their empirical outcomes (BRAENDLE, 2006) .
First of all, evaluation of the quality of shareholder protection by using numerical indexes leads to excessively crude conclusions, and gives way to misrepresentation of the relative effectiveness of the different legal frameworks (SIEMS, 2005 VOLPIN, 2007) . In particular, differences in share ownership might shape the nature of self-dealing. In a dispersed ownership system, concerns on self-dealing operations could rise because of a conflict of interests between powerful controlling managers and small shareholders (managerial self-dealing) (BERLE, MEANS, 1932; . In concentrated ownership structures, however, an agency relation has to be identified between the controlling shareholders and the outside investors (dominant shareholders' self-dealing) (DEMSETZ, LEHN, 1985; SHLEIFER, VISHNY, 1997). Although managerial and dominant shareholders" self-dealing partially overlap, legal tools able to tackle opportunistic behaviour could differ (CONAC et al., 2008) . For this reason, identical rules might have different effects on the conflict of interests issue as influenced by the context which they are implemented in (GOSHEN, 2003b) . A "one-best-way" is an unsuitable solution and a path-dependency view could be the only effective strategy in ruling self-dealing (BEBCHUCK, ROE, 1999).
These founded criticisms on the research methodology adopted by Law & Finance scholars and the deductive considerations on the impact of socioeconomic factors on the efficacy of conflict of interests legislations have strongly weakened the "convergence thesis" and neglected any deeper examination of the benefits associated to more intense cooperation among national institutions. However, as the globalisation process proceeds, a reassessment of the conclusions reached so far is required. Indeed, because of market integration, the negative effects on shareholders" wealth due to the imposition of domestic legislations on global actors become greater and greater and oblige the effectiveness analysis on self-dealing regulations to be joined to an investigation of their efficiency.
For this reason, in the next part an examination of self-dealing regulation costs is undertaken, thereby widening the traditional cost figures with those directly and indirectly provoked by the lack of cooperation in the actual globalized world. Such an economic analysis enables us to take an important step forward in the convergence vs. path-dependency dispute and highlights some of the reasons supporting the convergence hypothesis.
The Efficiency of Self-Dealing Regulations in a Global Market
Direct and indirect costs
Issuing a new rule on self-dealing should always be subject to a cost-benefit analysis where direct and indirect costs are assessed and compared with the expected benefits in order to appreciate the overall economic effects of the legislation.
"Out-of-pocket compliance costs" (direct costs) is the first figure traditionally considered in a cost-benefit analysis. In fact, a new rule on conflict of interests requires changes in internal control systems, whose design and implementation costs are directly borne by shareholders (ZHANG, 2007) . Given the current global dimension of many companies, differences among the various jurisdictions clearly increases compliance costs. Firms with several administrative and production units settled in different countries are forced to invest a substantial amount of money in obtaining, translating and analyzing national legal frameworks (GEIGER, 1997) and in adopting internal administrative and control procedures. For this reason, the greater the degree of internationalization of a firm, the higher the costs directly incurred by shareholders to meet self-dealing rules and to adapt internal control and governance systems to domestic requirements.
Poor cooperation among national institutions also increases the burden of indirect costs. These usually refer to the negative effects indirectly associated to the loss of profitable business opportunities. Indeed, a corporate controller"s attention could be diverted from doing business to ensuring full compliance with the imposed governance legislation (SOLOMON, BRYAN-LAW, 2004 ). Moreover, a stricter rule would probably expose managers and controlling shareholders to greater litigation risks and heavier penalties, narrowing the managerial discretion and consequently reducing the firm"s value (RIBSTEIN, 2002; PACCES, 2009) .
However, in the current global scenario, issuing a domestic self-dealing rule, when not consistent with internationally prevailing ones, could negatively impact on firms" value also by discouraging foreign directors from accepting company board appointments. It is reasonable to expect that greater litigation risks and penalties following stiffer selfdealing legislation will not only limit the managerial discretion of existing directors, but will also hinder the implementation of strategies whose purpose is to raise the degree of internationalization towards a higher top management team (TMT) diversity (ONADO, 2009), and this assumption may still be kept regardless of how rigorous the rules may be, when further differences are introduced. Because of cultural differences and a negligible awareness of the political and legal framework, the costs borne by a foreign manager when applying local governance rules will be higher than those supported by native directors. Consequently, stricter and different self-dealing rules might decrease the percentage of foreign board members and negatively affect the correlated firms" international propensity. At the same time, they might limit the positive consequences -in terms of higher transparency and stronger investor protectiongenerally associated to a top management team diversity (RUIGROK et al., 2007; RANDOY, OXELHEIM, 2001 ) ( 5 ). An important category of indirect costs lies in the negative impact on the principal"s wealth which is provoked by the ability of the agent to take advantage from differences among national legislations (induced costs). The existence of several domestic regulations and the inability of outside investors to immediately assess corporate controllers" incorporation or quoting choices allow the latter to orientate these internationalization plans towards less demanding governance systems and, in so doing, maximize their own benefits by pursuing sub-optimal strategies whose costs are finally borne by minorities and creditors.
A deeper analysis of the induced costs is carried out in the next section.
A special category of indirect costs: induced costs
The current globalization process offers new advantageous opportunities to companies. Legal deregulation on incorporation decisions and market for capital integration do affect the firms" equity value.
A deregulated environment, for example, favours countries" competition for attracting businesses through the issue of effective legal rules (FISCHEL, 1982; WINTER, 1989 . The positive effects on firm value and investor protection systems associated with the globalization process help to explain the nature of induced costs potentially caused by a self-dealing regulation.
In the current economic scenario, where a more and more intense market integration, deregulation and international competition for equity capital prevail (KAMAR, 2006), every normative intervention carried out by a domestic institution may influence business decisions, inducing corporate controllers to carry out potentially sub-optimal strategies (GEIGER, 1997).
For example, stricter local legal rules on selfdealing could lead corporate managers and blockholders to change the State of incorporation, moving it towards countries with less demanding governance systems (CARY, 1974) , and/or move some business or transactions to countries with more lax systems or with more legal loopholes. High information costs prevent outside investors from carrying out an intense examination on the reasons behind incorporation choices, and increase the probability of opportunistic behaviour by corporate controllers (GEIGER, 1997). On the other hand, it has been empirically proved that countries whose legislation seems to shelter the private benefits of managers and controllers show great attractiveness, while no particular penalization -in terms of a firms "emigration" -has been discovered for States adopting governance rules widely viewed as harmful to minorities and creditors (BEBCHUK, FERREL, 1999; BEBCHUK, COHEN, 2003) . For this reason, a lack of coordination among national institutions could cause a "race to the bottom" phenomenon, neutralizing the theoretical effectiveness of a self-dealing rule and imposing higher costs on outside investors (BAR-GILL, 2006).
By affecting a firm"s cross-listing strategy, unilateral intervention by a national securities commission on the conflict of interests topic can be considered a further source of induced costs. An analysis of the economic consequences associated to the Sarbanes-Oxley Act puts forward some evidence supporting this opinion (ZHANG, 2007 FISCHEL, 1984) . In actual fact, market inefficiencies cause a mismatch between private and social costs/benefits of disclosure. In particular, because of "proprietary" or "inter-firm" costs associated to a more detailed disclosure ( 8 ), the marginal costs of additional disclosure borne by the corporate controller will be higher than the relative social costs. At the same time, information asymmetry and transaction costs will prevent the potential social benefits associated to higher transparency from being fully reflected in the share price (FOX, 1999) . Therefore, the financial and corporate governance information that the corporate controller is willing to deliver will probably not be as significant as the optimal social disclosure level. The corporate controller is likely to emigrate towards less demanding countries, imposing on outside investors the associated negative effects (MARKS, 2004) .
These considerations lead to the conclusion that the same reasons justifying the pro-regulatory approach to discipline conflict of interests conditions legitimise the issue of mandatory rules, thus boosting the need for convergence among national legislations. Because of high transaction and information costs, differences among self-dealing regulations are a source of private benefits for corporate controllers. For this reason, public intervention that encourages more effective cooperation among domestic institutions could replace market inefficiencies and decrease the probability of opportunistic behaviour.
However, suggesting a convergence process among national legislations is only part of the story. In order to complete our economic analysis on selfdealing, an examination of the model to be adopted by domestic legislations has to be carried out, selecting the governance system whose adoption is able to curtail the costs referable to the convergence process (switching costs).
The efficiency of self-dealing: which model to converge towards?
An examination of the direct, indirect and especially induced costs driven by domestic self-dealing rules in a global market points out the role that international cooperation could play in order to achieve the most efficient and protective solution.
However, the process of convergence, justified to decrease costs introduced by the different national legislations, is itself a costly activity. This is why in an economic analysis on self-dealing, the type of governance model that reduces the inevitable switching costs has to be privileged.
The Anglo-Saxon legal framework might well represent such a model.
The instruments and knowledge deemed useful to implement this governance system are already widely known by market participants. A constant and voluntary convergence of disclosure and governance practices towards the Anglo-Saxon model has been empirically demonstrated (MARKARIAN et al., 2007) In such a scenario, the introduction of European conflict of interests regulations would imply an important step towards a significant convergence in corporate governance systems, and would also take advantage of the possible synergy between accounting standards and self-dealing guidelines.
The next part focuses on the rules adopted in Germany, Italy and UK. By carrying out a temporal and spatial comparison of their national legislations, the strength of the convergence process in Europe is evaluated and our hypothesis of a gradual and partial approach of continental European countries towards the Anglo-Saxon legal framework is tested.
A Comparative Overview and Analysis of European Self-Dealing Regulations
This section investigates how self-dealing is tackled in Italy, UK and Germany, and highlights differences and similarities in governance codes and legal rules addressed to listed companies. In the last 15 years European countries have enacted significant corporate law reforms aimed at strengthening corporate governance mechanisms, empowering shareholders and enhancing disclosure requirements. If the efficiency considerations put forward in the previous paragraphs really play a role in shaping domestic legislations, such a renewal process should have led to higher harmonization among self-dealing rules. In an attempt to minimise the unavoidable switching costs, we hypothesize at least a partial and gradual approach of Continental European countries self-dealing disciplines towards the Anglo-Saxon systems.
In order to test our hypothesis and to assess the degree of convergence, a detailed examination of the scope of national legislations is firstly carried out, followed by a comparison among the designed authorization/monitoring mechanisms. Some concluding remarks are finally developed.
Discipline scope
Since 2005 listed companies in the three countries under examination have been adopting IFRS; thus the IAS 24, Related Party Disclosures, has been applied too. This process of accounting harmonization has clearly introduced a common definition of related party, pointing out persons or organizations whose relation of control/significant influence towards the reporting entity might lead to unfair transactions ( 10 ). However, as will be discussed further, the aim of IAS 24 focuses only on the disclosure that has to be periodically delivered whenever a related party transaction (RPT) occurs. Moreover, the IASB documents are only a specific source of financial reporting rules, as several domestic legislations concerning self-dealing and conflict of interests are still operative.
For these reasons, besides the common framework represented by IAS/IFRS, listed companies also have to comply with local rules and codes, where some differences may be found in terms of discipline scope: -In Germany, the current Corporate Governance Code focuses only on the "conflicts of interest" issue: members of the Management Board (Vorstand) and of the Supervisory Board (Aufsichstrat) are bound by the enterprise"s best interests; they may not pursue personal interests in their decisions or use business opportunities intended for the enterprise for themselves. Conflict of interests between a corporation and its controlling shareholders and the fairness problem concerning intra-group transactions are dealt with only in a specialized area of German corporation law (Actiengesetz) ( 11 ); -Italy, unlike Germany, explicitly points to the question both in terms of "interests of directors" and RPT ( 12 ). The local framework lacks an autonomous definition of RPT, referring for that to the IAS 24; -in UK, the rules on self-dealing transactions handles the issue either in terms of "conflicts of interest" ( 13 ) or in terms of RPT, providing an autonomous definition of the latter.
Therefore, while Germany focuses only on directors and controlling shareholders, Italy and UK concentrate on a wider category of related party. However, whereas the meaning attributed to the word "directors" is common to all countries, no convergence may be found for the term related party. Indeed, as already mentioned before, the UK Listing Rules have adopted a peculiar definition of related party, considering as such: -a person (a company) who (which) is the substantial shareholder or someone exercising a significant influence; -a director or shadow director of the listed company or of any other related company; -an associate of the above mentioned related parties.
Moreover, according to the UK discipline, a transaction involving these subjects is considered an RPT even if it is carried out by persons who were related party within the 12 months before the date of the transaction or arrangement (former director/substantial shareholder).
Notwithstanding this broad definition of related party, the scope of the UK Listing Rules appear to be narrower than the IAS 24 one. In the latest versions of the International Accounting Standard, the category of the directors has been replaced with the wider definition of member of the key management personnel. In addition, joint ventures or postemployment defined benefit are not explicitly considered by the UK Listing Rules, whereas they constitute important parties according to the IAS 24. Moreover, by introducing the category of the "shadow director" and extending the focus of attention to former directors/substantial shareholders, the UK discipline -devised to emphasise the importance of the economic substance of relations -is characterized by a higher degree of vagueness than the international discipline.
This brief examination of the scope of national legislations though highlighting differences among national rules, points out a convergence pattern mainly driven by the International Accounting Standards. In actual fact, compliance with IAS n. 24 has narrowed Continental European legislations to the Anglo-Saxon one, introducing a common framework that will probably influence the domestic regulators" acts. The adoption by the Italian Stock Exchange Commission of the IASB definition of related parties can be interpreted as a clue to this process which involves, as will be shown in the next section, not only the discipline scope, but also control mechanisms.
Regulatory frameworks: disclosure and authorization/monitoring mechanisms
The presence of one of the above-mentioned related party transactions obliges the entity to disclose information required by IAS/IFRS and local codes, and to comply with the authorization/monitoring mechanisms specifically considered by domestic legislations.
As is well-known, whenever an RPT occurs separately for each category of related parties, German, Italian and UK listed companies have to disclose the nature of the related party relationship as well as information about the transactions and outstanding balances ( 14 ) . Then, as already suggested before, the process of accounting harmonization has considerably boosted convergence among self-dealing rules, forcing entities to deliver a common disclosure through periodic financial statements.
However, entities also have to provide further disclosure and/or comply with procedures of authorization/monitoring in order to meet the requirements of their local codes.
In terms of disclosure, as a consequence of the latest CONSOB proposals and reform of the Civil Code, Italy has acquired a very detailed discipline, even more articulated than the German and UK ones. As already mentioned in the previous section the Italian framework addresses the broad category of RPT suggested by the IAS 24. Moreover, unlike UK and Germany, the Italian listed companies have to convey disclosure in all circumstances in which a director has an interest of his/her own or on behalf of a third party, even though this operation is not in conflict with the interests of the company .
In focusing our attention on the disclosure required when parties other than directors are involved, some differences among the three countries concern type, detail and timing of information.
With regard to these aspects, Italian companies have to: -prepare a release ("documento informativo") with general information regarding the transaction ( 15 ); -for relevant transactions ( 16 ), in the interim financial report they have to disclose information concerning transactions that have occurred in the first six months, show their impact on the periodic performance, and describe the consequent risks and uncertainties with regard to the second half of the year. In addition, they also have to disclose: any weaknesses reported by experts, the evaluation methods adopted, and the sources used by the experts to assess the adequacy of the amount due. Finally, they also have to certify the consistency of the delivered information with the experts" opinion.
for transactions not considered relevant , they have to provide: full disclosure to the Board of Directors, at least on a quarterly basis; external disclosure, at least quarterly, of the operations approved against the advice of the independent directors.
UK discipline also distinguishes between relevant and non-relevant transactions, specifying that Chapter 11 of the Listing Rules does not apply to "small transactions" ( 17 ) and "transactions that do not have any unusual features". When a relevant RPT occurs, according to the UK Listing Rules, companies must: -provide notification to the Regulatory Information Service (RIS), showing the name of the related party and the details of the nature and extent of the related party"s interest; -send a circular to its shareholders describing in detail the major aspects of the transaction; if the transaction involves an acquisition or a disposal of a social asset, where any percentage ratio is 25% or more and appropriate financial information is not available, the circular will also include a statement through which disinterested directors certify that the transaction is consistent with the social interest as verified by a qualified and independent consultant.
In Germany, listed companies have principally to perform the obligations required by the IAS n. 24, as local codes only discipline the case partially. Indeed, according to German corporate law, the management board of a controlled company has to prepare a report (the "dependency report") describing all intra-group transactions, within the first three months of the year. However, it is important to note that such a report is disclosed to the supervisory board only and not directly to the shareholders or to the market ( 18 ). With regard to authorization/monitor mechanisms, German discipline is the most demanding of the three, although it applies only to directors and controlling shareholders, while Italy and UK rules provide a framework regulating the wider category of RPT.
Insofar as the interests of directors are concerned, the Italian framework only obliges the Board of Directors to take measures in order to ensure that transactions in which a director is conveying an interest (for him/herself or for third parties) are appropriately managed.
In UK, companies may not enter into the following transactions with their directors or with their holding company"s director unless they have been approved by a resolution of the company"s members: employment contract longer than two years; transaction concerning "substantial non-cash assets"; loan, quasi-loan transactions or give a guarantee or provide security in connection with such operations made by any person to the director; credit transaction as creditor for the benefit of a director of the company or of its holding company.
In Germany, Management Board Members, as well as persons they are close to or companies they have a personal association with, cannot undertake transactions with the company unless made at conditions consistent with current industry standard; they cannot hold other positions (especially Supervisory Boards" mandates outside the enterprise) and cannot receive loans from the company, unless approval has been given from the Supervisory Board. During their employment, Management Board Members are subject to a comprehensive noncompetition obligation. Specifically, they may not, in connection with their work, demand nor accept from third parties payments or other advantages for themselves or for any other person, nor grant third parties unlawful advantages. Supervisory Board Members, now required to consist of an adequate number of independent directors, need the Supervisory Board"s approval to take on advisory and other service agreements and contracts for the company. They, as well as their relatives, cannot receive loans from the company unless there has been prior approval from the Supervisory Board and they have to resign when conflicts are of a material nature or are not merely temporary. As Supervisory Board Members, employees ( 19 ) may not, in connection with their work, demand nor accept from third parties payments or other advantages for themselves or for any other person nor grant third parties unlawful advantages. German laws also deal with self-dealing between controlling shareholders and their company by qualifying such transactions as "concealed distributions" whenever carried out at unfair conditions ( 20 ) . In other terms, operations carried out with a shareholder on unfavourable terms are automatically regarded as "substantial distribution" to that shareholder and, as such, considered illegal since they are not conducted according to the rules for dividend distribution.
Looking at RPT, according to the UK Listing Rules, listed companies have to comply with the following procedures to be launched ex-ante: -they must obtain the shareholders" approval before entering into the transaction/arrangement; or, if the transaction or the arrangement is expressly conditioned by this approval, before it is completed; -they must ensure that the related party does not vote on the relevant resolution and that it takes all reasonable steps to ensure that not even the related party"s associates vote on the relevant resolution.
In Italy the regulation is much more detailed. In accordance with the Audit Committee (Comitato Controllo Interno) the Board of Directors, has to ensure that transactions carried out with related parties are performed in a transparent manner, observing the criteria of substantial and procedural fairness. For this purpose, the Italian Code of Best Practices suggests the following procedures: Board approval for the more important transactions; a prior opinion by the Internal Control Committee; involvement in the transaction of one or more independent directors; recourse to external appraisers. Moreover, the CONSOB draft requires the following procedures to be applied differentiating between RPT and "relevant RPT" in order to prevent unnecessary costs and guarantee an adequate level of managerial discretion): -for transactions not defined relevant: nonbinding opinion from a committee of independent directors who are entitled to receive timely, ex-ante, adequate information; the possibility for independent directors to apply for independent advice at the company"s expense; a thorough and documented examination, both in the preliminary investigation and in the deliberation phase, of the reasons behind the transaction and of the adequacy and accuracy of its material conditions; if the terms of transaction are defined equivalent to those of the market (or standard), elements of confirmation have to be attached to the prepared documents; -for relevant transactions, the draft suggests providing more monitoring/authorization mechanisms: exclusive competence of the Board of Directors in the approval phase (after a favourable opinion from a committee of independent directors); involvement in negotiations and in the preliminary investigation of independent directors; in the event of unfavourable opinions from independent directors, the possibility (where provided by the company"s statute and upon justification of the choice) that the transaction is fulfilled through shareholders approval ( 21 ). The overlapping area among the monitoring mechanisms provided by national legislations becomes broader and broader. In particular, the Italian discipline is clearly moving towards that of the UK with regard to either the required disclosure or the implemented control systems. On the other hand, although the German legislation shows a slower pace in that direction, the increasing role played by the independent directors in carrying out the Supervisory Board functions also testifies to the strong influence of the Anglo-Saxon system over the Rhine one.
However, this overview of the European selfdealing rules supports the convergence hypothesis even through differences between countries whose legal and economic frameworks, according to the path dependency view, should have lead to a common legislation on self-dealing. In actual fact, although the ownership structure of most German entities is not distant from that of Italian firms, and both countries are characterized by a strong Civil Law tradition, the conflict of interests discipline adopted in Germany diverges considerably from the Italian one. If these findings are interpreted as a clue to a weak relationship between self-dealing legislations and the economic and legal conditions of the countries in which they operate, it is reasonable to assume that the efficiency reasons described in the previous sections (decreasing direct and indirect costs and minimizing switching costs) will be strong enough to encourage a convergence process towards the Anglo-Saxon model.
Discussion and Conclusions
The European legal scenario concerning self-dealing and conflict of interests is still fragmented. The previous sections have stressed differences either in the discipline scope or in the monitoring/authorization mechanisms. However, notwithstanding these documented divergences, the brief analysis developed above has also highlighted several variables supporting the existence of a gradual convergence process of domestic self-dealing legislations towards the Anglo-Saxon model. Indeed, the endorsement by the European Commission of the International Financial Reporting Standards obliges listed companies in all three countries to draw up their financial statements according to the IAS/IFRS, adopting accounting standards whose theoretical foundations are closer to the UK GAAP than the Italian or German ones. With regard to self-dealing and conflict of interests, this accounting harmonization process has implied the implementation of IAS n. 24, with the introduction of a common definition of related party and the requirement of a periodic and detailed related party disclosure.
The increasing attention given to the role played by "independent directors" in preventing corporate controllers" opportunistic behaviour is another important factor signalling a gradual approach of German and Italian self-dealing rules towards the UK discipline. According to the latest versions of the German Code, the Supervisory Board shall now include "what it considers an adequate number of independent directors"; the Chairman of the Audit Committee -set up by Supervisory Board membersmust be an independent director too. Meanwhile, to carry out an RPT, the Italian Security Exchange Commission not only demands a favourable opinion by independent directors, but it also suggests the direct involvement of outside directors in negotiations and preliminary investigation phases.
The distinction between a relevant and nonrelevant RPT, as well as the introduction of a selfenforcing system that provides for an ex-ante approval by independent directors or shareholders can be regarded as further evidence of the strong influence exercised by the UK regulatory framework on the Italian one.
For these reasons, it is possible to conclude that the differences concerning a firm"s ownership structure together whit the socio-economic conditions of the three countries examined do not seem to prevent more and more intense cooperation between national regulatory agencies. In other words, our hypothesis of the centripetal effects exercised by the positive economic consequences (in terms of lower direct and indirect costs) associated to the rise of a common legal framework in a global market is at least partially verified. And this provides encouragement for further analysis of the factors leading to the development of European self-dealing regulations.
In particular, a deeper investigation into the nature of direct and indirect costs borne by the market participants, as a consequence of poor cooperation among national regulators, has to be carried out. Above all, a more detailed assessment of induced costs is required in order to better appreciate the corporate controller"s behaviour and his ability to take advantage of market imperfections and legal divergences. Obviously, the wider the sample ofearnings ratio: gross earning referable to the exchanged good / company"s gross earning; -liabilities ratio: total liabilities referable to the exchanged good / company"s total assets; -sales ratio: price exchanged / company"s revenues.
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In this case, the deliberation mechanisms have to be devised in order to prevent the vote being determined by shareholders who are a related party in the transaction (whitewash, though conditional on the presence of a minimum share capital owned by minorities).
